








rule. However, the account is subject to the internal controls and risk-based due diligence .
included in the institution’s general anti-money laundering program.

(2) Which U.S. financial institutions are covered by the private banking portion
of the final rule?

The private banking rule covers the same financial institutions as the
correspondent banking final rule, namely: (1) banking institutions; (2) securities broker-
dealers; (3) futures commission merchants and introducing brokers in commodities; and
(4) mutual funds (although the Financial Crimes Enforcement Network understands that
mutual funds do not currently offer private banking accounts).

(3) What are the general due diligence requirements of the private banking
portion of the final rule?

U.S. financial institutions covered by the final rule are required to establish and
maintain a due diligence program that includes policies, procedures, and controls that are
reasonably designed to detect and report any known or suspected money laundering or
suspicious activity conducted through or involving any private banking account that is
established, maintained, administered, or managed in the United States.

Specifically, financial institutions covered by the final rule must take reasonable
steps to: (1) determine the identity of all nominal and beneficial owners of the private
banking account; (2) determine whether any such owner is a senior foreign political
official and, thus, is subject to enhanced scrutiny (described below); (3) determine the
source(s) of funds deposited into the private banking account and the purpose and
expected use of the account; and (4) review the activity of the account to ensure that the
activity is consistent with the information obtained about the source of funds, the stated
purpose and the expected use of the account, as needed to guard against money
laundering, and to report any suspicious activity.

(4) Who are Senior Foreign Political Figures?

The final rule defines a “senior foreign political figure” as: a current or former
senior official in the executive, legislative, administrative, military, or judicial branches
of a foreign government, whether or not they are or were elected officials; a senior
official of a major foreign political party; and a senior executive of a foreign government-
owned commercial enterprise. This definition also includes a corporation, business, or
other entity formed by or for the benefit of such an individual. Senior executives are
individuals with substantial authority over policy, operations, or the use of government-
owned resources.

Also included in the definition of a senior foreign political figure are immediate
family members of such individuals, and those who are widely and publicly known (or
actually known) close associates of a senior foreign political figure.




(5) Enhanced scrutiny for Senior Foreign Political Figures.

The final rule requires the application of enhanced scrutiny to private banking
accounts maintained for senior foreign political figures. Enhanced scrutiny must include
procedures reasonably designed to detect and report transactions that may involve the
proceeds of foreign corruption. The final rule defines “proceeds of foreign corruption™ to
include any asset acquired by, through, or on behalif of a senior foreign political figure
through misappropriation, theft, or embezzlement of public funds, the unlawful
conversion of property of a foreign government, or through acts of bribery or extortion,
and include any other property into which any such assets have been transformed or
converted.

III. Implementation

Financial institutions covered by the final rule have 90 days from the time the
regulation is published in the Federal Register to establish and apply the due diligence
requirements to “new” correspondent and private banking accounts. A new account is
one established at least 90 days after the date of the regulation’s publication. For existing
accounts and those accounts established before the 90-day time frame described above,
the final rule takes effect 270 days from the time the regulation is published in the
Federal Register.

Special note: In July of 2002, the Financial Crimes Enforcement Network issued
an interim rule requiring banking institutions to apply the correspondent and private
banking due diligence provisions of section 312 pending issuance of a final rule.
Additionally, the interim rule requires securities broker-dealers and futures commission
merchants and introducing brokers in commodities to apply the private banking due
diligence provisions of section 312 pending issuance of a final rule. Those statutory
requirements remain effective until the final rule takes effect in 90 and 270 days,
respectively, as described above. Furthermore, banking institutions must continue to
apply the enhanced due diligence provisions of section 312 to their correspondent
accounts until a final rule relating to enhanced due diligence is issued and becomes
effective.




